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§ 419.32 Calculation of prospective
payment rates for hospital out-
patient services.

(a) Conversion factor for 1999. HCFA
calculates a conversion factor in such a
manner that payment for hospital out-
patient services furnished in 1999 would
have equaled the base expenditure tar-
get calculated in § 419.30, taking into
account APC group weights and esti-
mated service frequencies and reduced
by the amounts that would be payable
in 1999 as outlier payments under
§ 419.43(d) and transitional pass-through
payments under § 419.43(e).

(b) Conversion factor for calendar year
2000 and subsequent years. (1) Subject to
paragraph (b)(2) of this section, the
conversion factor for a calendar year is
equal to the conversion factor cal-
culated for the previous year adjusted
as follows:

(i) For calendar years 2000, 2001, and
2002, by the hospital inpatient market
basket percentage increase applicable
under section 1886(b)(3)(B)(iii) of the
Act reduced by one percentage point.

(ii) For calendar years 2003 and subse-
quent years, by the hospital inpatient
market basket percentage increase ap-
plicable under section 1886(b)(3)(B)(iii)
of the Act.

(2) Beginning in calendar year 2000,
HCFA may substitute for the hospital
inpatient market basket percentage in
paragraph (b) of this section a market
basket percentage increase that is de-
termined and applied to hospital out-
patient services in the same manner
that the hospital inpatient market bas-
ket percentage increase is determined
and applied to inpatient hospital serv-
ices.

(c) Payment rates. The payment rate
for services and procedures for which
payment is made under the hospital
outpatient prospective payment sys-
tem is the product of the conversion
factor calculated under paragraph (a)
or paragraph (b) of this section and the
relative weight determined under
§ 419.31(b).

(d) Budget neutrality. HCFA adjusts
the conversion factor as needed to en-
sure that updates and adjustments
under § 419.50(a) are budget neutral.

Subpart D—Payments to Hospitals

§ 419.40 Payment concepts.
(a) In addition to the payment rate

described in § 419.32, for each APC
group there is a predetermined bene-
ficiary coinsurance amount as de-
scribed in § 419.41(a). The Medicare pro-
gram payment amount for each APC
group is calculated by applying the
program payment percentage as de-
scribed in § 419.41(b).

(b) For purposes of this section—
(1) Coinsurance percentage is cal-

culated as the difference between the
program payment percentage and 100
percent. The coinsurance percentage in
any year is thus defined for each APC
group as the greater of the following:
the ratio of the APC group unadjusted
copayment amount to the annual APC
group payment rate, or 20 percent.

(2) Program payment percentage is cal-
culated as the lower of the following:
the ratio of the APC group payment
rate minus the APC group unadjusted
coinsurance amount, to the APC group
payment rate, or 80 percent.

(3) Unadjusted coinsurance amount is
calculated as 20 percent of the wage-ad-
justed national median of charges for
services within an APC group furnished
during 1996, updated to 1999 using an
actuarial projection of charge in-
creases for hospital outpatient depart-
ment services during the period 1996 to
1999.

(c) Limitation of coinsurance amount to
inpatient hospital deductible amount. The
coinsurance amount for a procedure
performed in a year cannot exceed the
amount of the inpatient hospital de-
ductible established under section
1813(b) of the Act for that year.

§ 419.41 Calculation of national bene-
ficiary coinsurance amounts and
national Medicare program pay-
ment amounts.

(a) To calculate the unadjusted coin-
surance amount for each APC group,
HCFA—

(1) Standardizes 1996 hospital charges
for the services within each APC group
to offset variations in hospital labor
costs across geographic areas;

(2) Identifies the median of the wage-
neutralized 1996 charges for each APC
group; and
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